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Country risk and globalization are two 
terms that at first sight may seem incom-
patible, globalization meaning opening, ex-
pansion of international economic rela-
tions, while country risk indicator generates 
limits or adjustments for the external activi-
ties. The present scientific approach aims 
to demonstrate, both theoretically and em-
pirically, the complementarity, the positive 
correlation between the two terms. Briefly, 
all studies conducted by experts, lead to 
the same conclusion: open economies de-
velop faster. Thereby, the premises for re-
ducing country risk are created as, in ge-
neral, the increase in the globalization level 
has led to improved country rating. Of 
course, there are exceptions. For example, 
the comparison between the globalization 
ranking A.T. Kearney with the ratings given 
by one of the best known rating agencies, 
Standard & Poor’s has shown that coun-
tries with a high rank in the globalization index (Hungary, Portugal) 
were downgraded, while others, with lower index rank received the 
same rank. One explanation is represented by the "perverse" glo-
balization effects, which means that not always the effects of glo-
balization on economic and human progress are positive. Of 
course, it shouldn’t be neglected the fact that the opening led to 
increased interdependence and therefore of vulnerability. Country 
risk is not therefore an obstacle to globalization, however, it may 
be considered one of the factors which led to polarization, to mar-
ginalization of poor countries and hence, low listed in the risk 
rankings. In general however, the development of the statistical 
data within the real economies states the mutual inter-relationship 
between the two concepts. 
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INTRODUCTION 
Taking into consideration that globalization means
openness, the expansion of the international economic
relations, and the country risk indicator generates certain
limits and adjustments for the external activities, the
issue emerges regarding the place and the role of the
country risk within this process. 
If the globalization will manifest according to the
hyperglobalists visions, who argue that traditional nation-
states are declining, being replaced by a global market
that operates on the principle of global competition, then
country risk assessment wouldn’t make sense.  
This is because local governments, in the opinion of
skeptics, would lose the power to influence the
macroeconomic results, to implement social programs, to
create strategies to coordinate the economy, while country
risk refers to the social-political and economic events,
being at least partly under government control in the
receiving country. 
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From this perspective, the country risk assessment is no 
longer subject to study. The reality, though, disapproves 
the hyperglobalists theory. Globalization has reduced the 
margin of government policies, but didn’t abolish them.  
In general, economic policies remain imbued by the 
national character. Globalization does not lead to 
uniformity from an economic, social, political and cultural 
p o i n t  o f  v i e w .  G r e a t e r  o r  l e s s  i n d e p e n d e n c e   f r o m  t h e  
Central Bank, the nature and extent of social protection 
and public investment, quality of industrial specialization, 
shapes very different national trajectories, as follows: 
•  gasoline prices vary widely, indicating the 
discretionary powers of the governments to tax 
certain products, difficult to replace or strongly 
linked to the national space; 
•  agricultural products eligible for preference by the 
international negotiators don’t escape the strong 
differentiation in prices due to subsidies; 
•  prices are globally interdependent, but not as to 
converge towards a single price, the price 
differences are important even within the EU and 
even between homogeneous products. Level and 
price structure depends largely on domestic 
factors (exchange rates, the producing company 
reputation, guarantees and other customer 
services); 
•  stock markets have become highly 
interdependent in their daily variations, 
depending on national conditions (pessimism 
and optimism cycles regarding national policy); 
•  economic policies have adapted to economic 
changes occurring in international finance, but 
haven’t lost their national character. In support of 
this assertion we can mention: 
•  the monetary policy reacts to the external interest 
rate developments, but in a different manner 
from country to country, without no overall 
convergence rate. Although in time it has been 
slow and volatile, in recent years this 
convergence has increased. For example, in the 
major OECD countries, if the divergence between 
1940-1950 was 12%, in 1990 it dropped to 1% 
(De la Dehesa, G. 2007: 206). 
•  national indicators of inflation have not reach a 
common level not even within the European 
Union framework; 
•  budget and fiscal policy continues to provide a 
strong national character; 
•  competitiveness of domestic companies depends 
on public infrastructure, transportation, telecom-
munications, education, encouraging innovation. 
Therefore, the national character remains, including in 
highly integrated countries in the world system. Therefore, 
globalization does not represent expansion of economic 
international relationship without an analysis of the 
opportunities and risks they entail. 
Under these circumstances, country risk analysis 
becomes essential in decisions making related to 
conducting international operations. 
1. THEORETICAL ANALYSIS  
OF THE COUNTRY RISK — GLOBALIZATION 
DEGREE RELATION 
The Complex character, dynamic and variable of the "new 
economy" required constant adaptation of the country risk 
concept and increased its importance in international 
affairs. This is because knowledge and understanding of 
country risk allow global operators to take rational 
decisions, which will minimize risks and increase 
profitability of their foreign activities. 
Knowledge of country rating offers the advantage of 
information for those interested to place their business ¬ 
beyond the borders of one state and allows avoidance of 
the classic problem of the lemon, present in all free 
markets, in terms of information asymmetry. (George 
Akerlof, in the article "The market for the Lemons: Quality 
Uncertainty and Markey Mechanism", published in August 
1970 in the Quarterly Journal of Economics, pages 488-
500, argued that individual rationality coupled with 
asymmetric information, undermines the efficiency of the 
economic activities on the free markets. He rests his claim 
with a very suggestive example of the second hand car 
market. For only the sellers know the true value of the car, 
the potential buyers assume that all are of average quality 
and are willing to pay the best price for this situation. Of 
course, those with good quality cars are disadvantaged, 
and transactions are blocked). 
Given these issues, we can say that country risk is a 
consequence of globalization and one of the factors 
supporting it, because, knowing the risks to which they 
expose themselves, economic agents can streamline their 
international activities, adapting their strategy to the 
specific conditions on the  economic, social and local 
politics environment.  
Theoretical evolution of the concept of country risk, whose 
coverage has adapted and developed with the expansion, 
intensification and diversification of global economic 
flows, supports this view. 
Thus, in economic theory the concept of political risk was 
first used, following the nationalization of the Suez Canal 
in 1956, then in the '70s, following the payment 
incapacity of some Latin American countries, sovereign 
risk and risk transfer were mentioned so that, in the early 
'80s, following the failure of these concepts to introduce 
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the term country risk. Currently, the country risk is a 
complex indicator that includes these categories of risk. 
Moreover, if at first the country risk indicator was a feature 
of the banking and foreign loans taking into account only 
the external loans, the scope was extended to foreign 
direct investment, foreign portfolio investment, on foreign 
trade operations, licensing and insurance. 
Therefore it doesn’t represent a barrier to globalization, 
but a preceding step, a key factor of this process. Although 
at a first glance we can consider the two terms as 
incompatible, globalization representing an opening, a 
liberalization of international economic relations, while 
country risk inflicts some limits, restrictions in their way, 
there is actually a mutual inter-relationship between the 
two concepts (the country risk level affects the foreign 
economic agents behavior, but their confidence in the 
receiving economies affect the country risk indicator). 
The level of country risk affects the foreign economic 
agents’ confidence in the external environment and thus 
their attitude towards the host economies. This will have 
direct impact on the degree of economic globalization, on 
the receptors, but also of international flows providers. 
The reciprocal it is also valid, which means that 
participation in the largest movement of people, 
information, ideas, capital and goods, respectively the 
degree of globalization, influences the socio-economic 
development and the political stability of countries 
involved. If we consider that the rating is based on 
indicators that characterize the economic, social and 
political states it becomes obvious the positive correlation 
between the degree of globalization and country risk. 
Thus, a good rating creates the premises for attracting 
international flows, and thus for increasing the degree of 
globalization, which means that a country placed in a low 
risk class is more easily integrated into the overall picture 
of the new economy, being more attractive to foreign 
creditors and investors. 
Country risk is not therefore an obstacle toward 
globalization, or for the expansion of international 
economic flows, but may be considered one of the factors 
which led to polarization, to the marginalization of poor 
countries and hence, low risk listed in the risk rankings. 
T h i s  d o es  n o t  m e a n  t h a t  co u n t ri e s  w i t h  a n  u n f a v o r a bl e 
position in the rankings of country risk are excluded from 
the global market, however, foreign economic agents 
practice economic activities with a lower degree of 
involvement, thus not having an important impact on their 
domestic environment. Given the typology of economic 
and financial flows through which globalization takes 
place, foreign companies adapt their involvement in these 
markets, to their level of risk. Thus, as long as the degree 
of risk in the economy is higher, export activities will be 
performed (directly or indirectly), leasing, licensing, and as 
the risk will decrease, the degree of involvement will 
increase. In this respect, foreign direct investment (in 
production or trade) represent the most complex form of 
internationalization. 
In conclusion, as the country risk level is lower, the greater 
the degree of involvement of foreign companies is on 
domestic markets. 
2. EMPIRICAL ANALYSIS OF THE COUNTRY RISK —
GLOBALIZATION DEGREE RELATION 
2.1. The Impact of International Economic Flows  
on Macroeconomic Indicators’ Evolution  
From the Receiving Countries 
It is known that an open economy with a high volume of 
foreign trade (R. Wacziarg, 2001: 393-429) and foreign 
direct investments, receiving foreign loans (public and 
private) used effectively, ensure socio-economic positive 
conditions and thus improve the rating of the country. 
It is considered that on a long-term basis, imports have a 
role as important as exports to boost development. 
Statistical data confirm this view, pointing out that during 
periods of globalization, the growth rate of per capita 
income is higher than in periods of protectionism. So from 
1820 until 1870 the average annual growth rate was 
0.9% between 1870 and 1914, the first wave of 
globalization has pushed the average mean up to 1.2% 
between 1914-1950, to record an average increase of   
3% from the second wave of globalization (1950) until 
2000. (De la Dehesa, G. in his “Winners and losers in 
globalization “paper, divides the globalization, identifying 
two stages: first – called "first wave of globalization" from 
1870-1913, and the second, respectively " second wave 
of globalization" which began in 1950 and continues in 
the present). 
Given that the economic globalization is seen particularly 
with regard to the flow of foreign investment, foreign trade 
liberalization and globalization of financial markets, the 
impact on growth is analyzed in the same light. 
Regarding the correlation between trade liberalization and 
economic growth, the literature identifies two directions. 
Thus, there are specialists who believe that the impact of 
trade openness on economic growth is positive but 
insignificant (Zam Le Ma et al, 2004: 451-472), but there 
are also point of views that argue that trade liberalization 
plays an important role in ensuring economic development. 
 
 
FIgure 1. Country risk- globalization index relation 
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For example, recently, by applying an updated metho-
dology and  by analyzing the data from the period 1950-
1998, of 100 countries it has been established  that 
countries that have liberalized their trade have registered 
on average, compared with ante liberalization periods, an 
annual economic growth of 1,5 percentage points and 
growth of investment rates of 1.5 - 2 percentage points (it 
is considered that trade liberalization through exposure to 
global competition stimulates investment) (Wacziarg R., 
Welch Horm, K., 2008: 187-231). Also it is estimated that 
a 1 percentage point increase in the foreign direct invest-
ment stock in GDP, induces an increase of 0.7 percent of 
GDP in receiving economies. But in order for these in-
vestments to drag up significant favorable effects the host 
country should to be able to absorb the technology trans-
fer and know-how and and to drag up domestic invest-
ment. This implies a developed infrastructure, effective 
institutions and human capital well invested. 
With regard to financial globalization, statistics show that 
the transition from a closed to an open financial system 
can generate increases in rates of economic growth of 1.3 
to 1.6% per year (De la Dehesa, G. 2007: 57). 
Illustrating for the globalization - development level 
relationship are also the World Bank data published in 
2002. According to this data, between the LGC and MGC 
countries differences can be observed in terms of GDP 
growth, living standards, etc. 
Lately, a trend for using more often especially instead of 
"developing countries" and "developed countries" notions 
of "more globalized countries (MGC) and" less globalized 
countries (LGC) emerged. The distinction between the two 
groups of countries is made in a World Bank report in 
2002 and is based on participation in international division 
of labor, measured though the foreign trade dynamic. 
Thus, during 1997-2002, MGC registered an average an-
nual growth of about 5% in 2002, GDP per capita reached 
about $ 3,100, while in the LGC it has decreases to $ 
1,900 (an average decrease of approximately 6%). Such 
trends indicate that during a single generation economies 
that had more active participation in globalization have ma-
naged to double per capita real income. Unfortunately 
other companies income, less involved in the 
development of international trade have not increased at 
all, on average (I Bari, 2005: 162-163). 
Briefly, all empirical studies conducted by specialists in this 
field led to the same conclusion: open economies grow 
faster. The scale effect is assessed differently, depending 
on the information, methodologies and reasoning used. 
2.2. The Country Risk Indicator  
versus the Globalization Level Indicator 
The comparative analysis between the ratings given to the 
states and their position in the rankings of globalization 
bring a further argument for the central idea of the 
approach above - additional link between country risk and 
the degree of globalization. 
For this purpose I added globalization ranking according to 
KOF index, published in 2010, the ratings given by 
Standard & Poor's. We based our study on the KOF index 
whereas it is the most recent index for assessing a 
country's globalization level. 
Regarding the statistical description of the process, all 
analysts agree that as a multidimensional phenomenon, 
contemporary globalization is very difficult to quantify. This 
is because in order to build positive alternatives and to 
counteract the negative effects, the global "revolution" 
must be analyzed in light of all the factors it interferes 
with: geostrategic, social, economic, technical, cultural, 
ethnic and environmental. Moreover, until the ‘80s it was 
not cataloged in any database (Savoiu Ghe. et al. 2008: 41). 
In general, studies on this issue relate on two statistical 
tools: Kearney index, the first attempt to assess the 
degree of globalization of a country (published annually 
since 2001, the magazine Foreign Policy) and KOF Index, 
developed in 2002. 
The index measures globalization on a scale from 1-100, 
and the ranking is published annually for 122 countries. 
Higher values express a greater degree of globalization. 
Sub-indices weights are determined based on data 
analysis for the entire sample period and for all countries. 
This type of normalization, used in 2007, allow greater 
comparability over time both in terms of historical 
development of a country, but also regarding its progress 
towards global dynamics. 
In fact, the original methodology was revised in 2007. 
Thus, for example, the variable expressing the cost of a 
phone call with U.S. and number of main telephone lines 
(per 1000 inhabitants) was excluded, but new variables 
were introduced, such as international sent and received 
letters, number of IKEA stores, trade of books. The given 
weight varies from year to year. 
In terms of country risk analysis we chose the Standard & 
Poor's because it is one of the best known and publicized 
rating agencies and is considered a landmark, a 
barometer for those involved in the international 
economic scene. Moreover, on the global market three 
rating agencies imposed on the market: Standard & 
Poor's, Moody's and Fitch IBCA. Standard & Poor's long-
term ratings are, in ascending order in terms of the degree 
of risk, from AAA to D (for each grade from AA to CCC one 
may use the signs + and - for a better classification of 
those ratings). 
I also noted that although the classification was published 
in 2010, for calculating the indices data from 2007 was 
used. Therefore, in order to follow the influence of country 
risk on economic openness in 2007, as economic flows 
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  Table 1 
Globalization index versus country risk indicator 
 
Top  Country Changes from the previous year Rating 2007  Rating 2010
1  Belgium  0 AAA AA+
2  Austria  + 3 AAA AAA
3  Netherlands  0 AAA AAA
4  Switzerland  0 AAA AAA
5  Sweden  + 1 AAA AAA
6  Denmark  + 1 AAA AAA
7  Canada  + 1 AAA AAA
8  Portugal  + 7 AA- A+
9  Finland  + 4 AAA AAA
10  Hungary  0 BBB+  BBB-
11  Ireland  -9 AAA AA
12  Czech Republic  -1 A+ A 
13  France  + 3 AAA AAA
14  Luxembourg  -5 AAA
15  Spain  + 3 AAA AA+
16  Slovak Republic  + 8 A+
17  Singapore  -3 AAA
18  Germany  + 4 AAA AAA
19  Australia  + 7 AAA AAA
20  Norway  + 1 AAA AAA
21  Cyprus  -2 A+
22  Italy  + 6 A+ A+
23  Poland  + 7 A A- 
24  United Kingdom  + 3 AAA AAA
25  New Zeeland  -2 3 AAA AA+
26  Estonia  -9 A A- 
27  United States  + 11 AAA AAA
28  Slovenia  -8 AA AA
29  Croatia  -4 BBB+  BBB
30  Malta  + 7 A 
31  Greece  + 1 A BBB+
32  Bulgaria  + 7 BBB+  BBB
33  Lithuania  -2 BBB
34  Chile  + 3 AA A+
35  Malaysia  -2 A+ A- 
36  Jordan  0 BBB BB
37  Latvia  -3 AA- BB
38  Israel  + 2 A+ A 
39  Romania  + 5 BBB BB+
40  Iceland  -5 BBB-
41  Bahrain  0 A 
42  Russia  + 19 A- BBB
43  Qatar  + 17 ` AA`-
44  Mauritius  + 5 - - 
45  Japan  + 25 AA AA
46  Ukraine  + 1 BB B- 
47  Kuwait  + 5 AA-
48  Panama  -6 BB BB+
49  Costa Rica  + 4 BB+ BB
50  El Salvador  + 5 BB
189 Micronesia, Fed. Sts. - 1 - -
190  Greenland  -1 5 - - 
191  Guam  -1 5 - - 
192  Isle of Man  -1 3 AAA
193  Iraq  -1 5 - - 
194  Liberia  -1 1 - - 
195  Liechtenstein  -1 0 AAA
196  Monaco  - 7 - - 
197  Marshall Islands   -1 1 - - 
198  Montenegro  -8 - - 
199  Northern Mariana Islands -7 - - 
200  Mayotte  -1 3 - - 
201  Palau  -8 - - 
202  Puerto Rico  -8 - - 
203  Korea, Dem. Rep.  -2 2 A+ A 
204  San Marino  -9 - - 
205  Somalia  -6 - - 
206  Timor- Leste  -3 - - 
207  Virgin Islands(U.S.)  0 - - 
208  West Bank and Gaza  0 - - 




 within a given period depends on the ratings given in the 
same timeframe of the national target. 
But, in order to analyze the influence of the degree of 
globalization on the country risk ratings we used the 
ratings from 2010. This is because the effects of 
economic opening, as shown and the statistical data 
already summarized, are not felt immediately, but 
especially on a long term basis. 
Thus, we see that the countries holding the first places in 
the ranking on globalization are classified in best risk 
class, Class A (even AA) so, for the countries on the 
inferior levels will be given the B qualifier (BB). Even from 
the above table it appears that there are exceptions, 
however. Thus, countries with a higher risk level than the 
others enjoy a degree of internationalization, however, 
more frequent than these (e.g. Hungary - BBB class, is 
ranked number 10 in the rankings, placing it before 
Germany, Italy, Spain - Class AAA ). 
It is the case of the countries that remain relatively 
constant in terms of risk over a long term basis, the 
stability of the internal environment, allowing foreign 
operators to identify risks and to adapt policies to 
minimize them. 
Also it can be noticed that in general, increasing 
globalization has led to improved ratings of the country. Of 
course, there are also exceptions (Belgium, Romania, 
Spain, Bulgaria and Poland have been downgraded one 
step, while Japan, Italy received the same rating). One 
explanation is represented by the effects of "perverse" 
globalization, which means that not always the effects of 
globalization on economic and human  progress are 
positive. For example, developed countries can be 
negatively affected by rising unemployment, reduced GDP, 
following the relocation of economic activities in less 
developed areas and where labor is cheaper. This way, 
poor countries which have become attractive to foreign 
investors, will benefit from creating jobs and thus reduce 
unemployment, GDP growth, improve living standards, 
increase exports (with positive effects on the balance of 
payments), indicators of which assessment lead to 
improved rating. 
O f  c o u r s e  i t  s h o u l d  n o t  b e  n e g l e c t e d  t h e  f a c t  t h a t  
openness led to increased interdependence and 
vulnerability. For example, the development of emerging 
economies in the late 90s showed that "expansion of 
investment opportunities in these countries has been 
accompanied, in fact, by an increase in country risk, 
mainly through an increased potential for international 
crisis spread. This resulted from the increased 
vulnerability of the developing countries and the 
persistent structural imbalances (Bari, I., 2005: 300). 
The current global crisis is a proof of the veracity of these 
allegations. 
CONCLUSIONS 
Globalization, through increasing international 
transactions in assets and loans, increased the economic 
agents’ opportunities, but also generated an increase in 
risk. 
Therefore, to achieve these international flows under 
profitability and safety conditions, risks that might arise in 
the economies of receiving economies should be 
identified and managed. 
The usefulness of country risk as a "label", as a 
prospective indicator regarding wining chances of an 
international business proved in practice to suffer 
drawbacks. 
Country risk is a useful criterion in foreign affairs to 
establish the optimal level of investment, lending or the 
acquisition of financial products, but the main 
disadvantage is represented by the relativity of 
quantitative scores assigned to both factors, and 
especially, the political environment. 
Another aspect which supports this view is the decrease in 
credibility of rating agencies in the last decade as a result 
of the disclosure of weaknesses in the methodologies 
applied, but mostly due to erroneous ratings. 
For example, "they could not predict the financial-currency 
crisis in Mexico and Venezuela (1994-1995), in Romania 
(1998-1999), the Asian crisis, especially acute in 
Indonesia, Thailand and South Korea (1997-1998 ), in 
Russia and Ukraine (1998-1999), Pakistan and Ecuador 
(1999) an neither the temporary cessation of payments 
and / or rescheduling of the external debt of Argentina 
(2001), Uruguay, and Moldova (2002) or the Dominican 
Republic (2005). Note that in the Asian crisis, Standard & 
Poor's revised its rating on South Korea (in a negative 
sense) of not less than six times over only three months 
(December 1997 - February 1998), according to the 
evolving crisis , which shows rather its inability to 
anticipate events "(Georgescu G., 2006). 
Agencies’ response to changes in economic and / or 
socio-political situation of countries is therefore slow, 
sometimes occurring even after the crisis occurred. 
The causes can be both prudential, expecting the 
consolidation of the changing trend as well as 
bureaucratic, as the proposals for revision of the ratings 
must take certain steps required, completed internal 
rating agreement with the Commission within each agency 
(Mainelli M., 2003: 55 - 58) 
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Moreover, the agencies warn us that the ratings are only 
opinions, assuming no responsibility for how one uses it. 
(M. Mainelli, 2003) 
The current world financial crisis that included Romania 
also generated controversy on this subject. 
Thus, rating agencies were criticized for reducing Greece’s 
debt to the status of "junk" and have downgraded the 
ratings for Portugal and Spain, with adverse effects for 
them in terms of foreign investment and the cost of 
borrowings from foreign capital markets. 
For example, the well-known rating agency Standard and 
Poor's has downgraded Greece to the "junk" category, 
which means that investments are not recommended in 
this country. Standard & Poor's downgraded two steps the 
long-term rating of Portugal to the level of "A -" 
In the same context, the German Chancellor Angela 
Merkel declared "We will make pressure for creating rating 
agencies in Europe, in order for the European financial 
markets to become more stable and responsive," 
stressing that this "might be useful." 
So, while it has some shortcomings, the usefulness for 
knowing the country risk rankings cannot be challenged, 
rating agencies being considered "a vital nerve center in 
the world order" (T. Sinclair, 2005: 18) 
In conclusion in the globalization era, the rating has 
become a necessity. All over the world rating agencies 
emerge, discovering new ways of use and covering new 
holes in the market. For example, in China, the first rating 
agency was set up in 1988, and currently there are over 
50 rating agencies. 
A further evidence of the growing importance of country 
risk rankings is given also by the large number of news 
appearing in the media on this, the thousands of websites 
dedicated to ratings and rating agencies. To summarize 
and reinforce the assertions above, I believe that the 
following statement illustrates meaningfully the role of 
rating agencies in the context of open economies. "I can 
treat myself by reading books of medicine, but I’d better 
go to the doctor." 
Given the above, we can say that, generally, between 
country risk and globalization is an inversely relationship 
of mutual causality, any decision relating to the conduct of 
international operations, must take into consideration this 
synthetic indicator. 
Regarding this relationship in real economic life, I have 
noticed that is seen particularly in the direction of country 
risk -> globalization. But equally important is the opposite 
direction because the country rating is actually an 
externality of the globalization process (positive or 
negative, depending on the degree of integration into the 
global economic cycle and the ability of states to absorb 
and capitalize on emerging opportunities).  
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